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Abstract   
Term premium is an important part of long term interest rate. It is very helpful 
for us to study how to forecast the term premium. This paper gets the formula of the 
spot rate of the government bond from the supply and the demand of the bond. Then 
we calculate the equilibrium model for excess holding return of n year period bond, 
corresponding to 1 year period bond. From the regression result, we can find that the 
excess return is well fitted and the parameter of variable is significant. The inflation 
rate, growth rate of M1 and quarterly return of Shanghai Stock Exchange composite 
index are negative related with the excess holding return while the slope of yield 
curve are positive with the excess holding return. The results also show that the model 
is well created. 
In the second part, we focus on the influence of the volatility of the variables. 
We get the conditional volatility of each explanatory variable in the equilibrium 
model. Then use these volatility series to forecast the excess return. The result shows 
that most of the new variables are significant. 
Furthermore, the conditional volatility of the inflation rate and SSE composite 
index are significantly positive related with conditional volatility of excess return. 
Also, the former can influence the system risk of the whole market, and hence 
influence the volatility of the term premium. 
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                          (2.1) 
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